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Capabilities, Limitations, 1959-1975

We nov move ahead in our survey to consider the future
economic prospects of the Soviet Union -~ its goals, capabilitles
and limitstions. In the broadest sense, the goals set for the
Soviet economy by the Kremlin leadership reflect the goals of
international Communism.

The basic goal is the liquidation of cur form of free soclely
and the emergence of & Sovistized world order. The Communist
leaders change their techniques as clrocuustances dictate. They
have never given us the slightest reason to hope that they are
abandoning their overall objective. They firmly believe, and
eloguently preach, that Communism is the system which will eventually
rule the world. Each move they make le directed to this end.

Recent Soviet behavior has lesd to a popular impression that
the East-West struggle bas entered s period of reduced cold war
tensions. However, any realistic view of Bast-Wesi relaiionships
must conclude that they remain fundamentally hostile. The Soviet
l1ssders now believe that the Bloc's power position has been enhanced,
that the "struggle against imperialism" has entered a promising
phase, that the shift in the relation of forces in the world to
the sdvantage of the Commmunist Blocis irrevocable. The catchy
phrase, "peaceful coexistence” was first ussd by Stalin in the early
1920%'s. Then it meant nothing more thes a formal acknowledgement
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that the Industrisd West was not about to collapse, ss had been
. freely predivted by Lenin and other nov dlscredited Communist
| W,itmaﬂ that ﬁamkwhwm&hina&vmmm the
sxisteace of & nuclear near stalesmte. S0 the Red drive hes shifted
%0 other arenss, &t leastfr the tims being. Vhat is peaceful co-
existencel Listen t0 the words of former Soviet forsign minister
Shepilcv, ead bere I quote, |
"Peaceful coexistenuce does not mean & Qmﬁ jife. As wm
lorg s different social and .p@liueu.l systems axist, -
contradictions between them are inevitsble. Feaceful
existence ig a struggle -- & political struggle, an
econoic struggle, an ldsological struggle.”
Shepllov should nave prominestly stated that it is also s
miitary struggle. _ _
To be mure, it ie not a military struggle ia the treditdonsal
sense of “cold ateel np‘tm eachhead, " or astive mt. mar
18 it a struggle to spend the maximum amount oa armaments, which

m%ht&eab}e&ﬁwﬂm-%mmﬁﬁm&a whajm
Joudly beeting the drums sbout a so-called missile gap. Indeed,
total Soviet military expenditures have been st o virtwally
constant sbeolute level over the yast five years. I: we wish,
we may call this the "Eisenhower effect,” remembering the levelling
off of defense cutlsys in the United States.

Hevever, theve has been & little noticed, and potentially

decisive, explosive growth in Soviet military spending. I refer
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0 ressarch sod developeent outlays. While the total Soviet
military budget has stood still, r. and &. expenditures ave up

a staggering 160 percent since 1955. mmwtmmm

Wmﬁmfwghtinmahm%ﬂu,mtmm
‘mmm,mmmmamwmwwm
Mﬁa&riﬂsminmimam,w;
amss production of heavy bombers wo@:ﬁmmﬁmmm
At the same time, this concentration gives the Soviets tbe best
ehance of resolving the present miclesr stalemste in thelr favor
ww@mmmm@nmm‘%mm
{or plauned) U.B. systems obsolate. |
. Sbould the Soviets succeed, should they achieve s break-
througs, I believe they would have coupelling ressons to freeze
W;wmuwmmmmmmm
mwmmwmﬁutwmmﬁrmm
mm&uwummmﬁrmuummtm
mmu,mehmmmnmmmmerahwm;'
There is oue line in the Tifty page speech that Kivushehev
aslivered to the Bupreme Soviet fourteen days ago that I vould
eommend to your attention sbove all others. IHe said, and I quote,
“the arms being designed and ... in the portfolies of scientists
and desigpers sye fantastic.” |
%o my mind, these are the most revealing words he spoke.
In saying this, I do not deny that his statemsnts on the reduction

N
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wmwamamm'fmmmtmws.sm
%o 2. sillfon by 1961 fs fmportant inforsaticn. I also agres
mtmm,mzqm,mm i ue sharply to cut
m&mmmmmtmmmmam@mmmma
Vw:ﬁ.mt; __n ﬁy:irimt Bowever, nmmmﬂaww
eight preducing hembers in 1955, only oune retained its former
mmzﬁﬁ,tmmmimwmsmw But I would eounsel
 you %0 remsuber sbove all elss the Soviet determinaticn to mvs,
| _:Ma‘agiﬁ&wbmthmu@,xth&kﬂem&mw‘
that the trend of Soviet military spending, through 1965, will
be moderstely lower. This weuld mean that the relative burden
of dafense would be constdersbly Lightened, and possibly Hmt the
absalute burdsn would also dscline. g
be saves on llitary spending? Iu his landmark spoech of 1k
e projosal submitted for the government for examin-
axmed forees w1l produce & saving of 16~17 billien rubles
"wmrmm;@mmmzmmmt
. and overfulfiliment of our ecancmic plans.”
, mwﬁﬁmhmwwmmmmmw
m@memmrmmmmmm
resolved in favor of ecomomdc growth.

Approved For Release‘ 20 0545A000100100007-8




Approved For Release 2001/08/30 : €IARE

52500545A000100100007-8
- 5 -

The present Soviet leadership seems to be convinced
that the fiual Vietory of communimm oan be von mainly by son-
WAth vespect to thelr intentious, the Soviet lesders have
1af% no rom for doubt. The cheession with overtaking the United
mMmmmmmmﬂhum&m;mm
‘mmmxmmmm,‘mﬁ&mwwm.
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2. You con ses that by 1965, the USSR plans to excesd our
1957 levels of produstion for aluainmm, mchine tools, elsotric
POweY generators; aud cemest. | |

3. m of stael Myatmlwm, while mtmti&l,
mmmmmt U.8. levels.

L

o course, what we have bean ocomparing is 1957 U.5. outpu
Witk plannsd Soviet production in 1965. The United States will
a0t be standing Still over the mext seven years. But our rates
&Mﬁnmnmmewmmtm,mm
deenis of the 195C's, Soviet Indusiry grev at the suual rate
of about 9-10 peroent. Tals is not the officlally sunounced
rate, Whlch is somevhet larger. It is our resonstruction and
daflation of Soviet data. | -

Our own infustrial grovih far the same period has boon at |
“mmmmuwwmkwmt. This means that, for the
wwmmm,mmmmmmmm
well over twice as reptdly es bas the United States. The Soviets
intend %o coutinue this pace. |

¥s are nov st & histerical period in the rece for GeoDdELc
W,mmntmmmmmwmms.m

Seviet profuction 1s begluning o close. A simple wey to get a
4mmmmmmmtmzwnmmmtm
- fanvestment in the two countries.

Approved For Release 2001/08/30 : CIA-RDP62S00545A000100100007-8



M

Approved For Release 2001/08/30 CIA RDP62S00545A000100100007-8

‘ mum-mth-m mmmwmmty

added t9 existing plants will require the outlay of maxy =ore

rislas then wsed 5 be the oase. Ever the extensive use of

Wmmwmumumtmm,

,ummﬁaw«rwﬁm As uswal, T have sems figures.
(metering 418 3)

1. This ehart, covering the 1b year yeried, 195165, 1s
csoversien of ribles to {ndex mabers, using 1951 as 2 bass of
wa. mmmwmmwmwmmm |
meve repidly than total outyut (here msssuret fn gross national
profuct) 1f the production gouls of 1965 are to bs met.

2. The bottom 1ive s the ratio of fixed cepital to GNP.
m;mmu'awmmuwammw
adowt 35 peresnt betwoen 1951 and 1958, and i expected to drop
mmwwm*wmawmm;m
is & decline af about 25 yeveent. | o

LB

The Soriets sxe wll avare of tais preblem. In the Seven
mma&muw,mwmmam,
amw,ﬁmmﬁmmmmufammm
Sox mactem soongides in 1ts wmoution. State investment alene is
to botal move than two trillion rudlss. This sum is claimd to
ve almost sgml 40 total lmvestwent in all the precesding ysars
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substituie capital for labor if the econcmy £s %0 be eyt growing
at rapdd rates.

hurnisg from this brief &lscussion of investment Lo the
broad, I would 1ike to discuss a closely related problem -- that
of meamgerial incentives. Plant managers in the Soviet Unlon
bave been paié prirmarily by a bome system, whiieh in turn ws
based on the physiesl volume of production schieved during the
year. Thiz msant that coete of mroductlon were ot lxpertant
in mepagere declslons. On the contrary, the systen vas &
positive @lsinosntive to intreduce nev mechinery asd technolog
Inevitally, overhaling & production iine lmplies an initial
period of no production while the new equipment is beirg installed,
and & subseguent period of low output while the bugs are belng
worked out of the line. Thevefore, a plant mAuRger vho mede 5
radieal vhange in his production feeilities, to cut costs and
gave labor, was pesalized finanelslly.

At the cme time, widespraad mechanisation snd subemstlon
of Soviet industry is neeled to mest the oulput goals of the new

seven year plan.
Union met on this problem during Juns of 1959. They produced no

solutions, but laid down the most thorough-going mm of antion
direstives comdng out of this meeting can e suwsarised as follows:

! 1
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1. Gosplan and the State Commitiee for Avtemation end
Naciive Bulldiog vill see t0 1t that sll Wrenches of infustzy

2. Gosplan and the Ministry of Finanee will werk out and
mi:wmmﬁwmmmmhﬁrm
mmuﬁmmmmmmmm Thip would
mmggtﬁﬁgﬁmmsMMMWum&
mmmmwmmmwgme

3. Gosplan, the Ministry of Finance and verieus other govera-
mtw,wmﬁwmammmwm
mwi “the necessary awm»a stizli® to encoursge feciories

to introduce new tecinGlogy.

of the nev “sccncadc stiwull." Between Qotober 1959 and Januery
1960, new bouus regulations for the Soviet Union's imdustrial
RWREAZAYS, WMW, and teshniclans becams effective. They
soversd heavy industyy, constructlon, trangportation, commmnicntions
and state wﬂm The most important provision of the new
reguiatione m W%;gnmn to veducing predustion costs, and

in smrtain jpdustries, to Lgroving guality. Bonuses previously
paid seloly for fulfiliment of the preduction plan mwm i~
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By making supervisors end mensgers cost couscious, and
ouraging & move recaptive attitude toward new pre-
ducticn techniques, the UBSR 1s moving closer 0 the aystem of

As I ses it, the only slternative available to the Kremiin
isadevship wou to move 0 & systen of far sore detalled centralized

contrel. Such s atep wuld have meant that the center In Hoscow would
srescribe for sech plant, the precise technological procuspes

altaznative path, my would have omgdetely reversed the program

of the organizationsl reform of 1957. The huresucrscy in Mosetw

- Undom. %mwmmamwammmmuw
prior o the veform of 1957.

To move ahesd with owr survey, I will now twm to the position
of the Soviet ocomeumer in the Seven Year Flan. Xn tevms of both
consuser goods ocutput and prospective increases In rTeal wages,

 the Poviet citisen will experience a slower rate of Lmprov
through 1965 than bas eccurred in the preceding seven years. The
cutput of light industry {textiles, clothing, snd footwear) is

i A Lt t
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 planned to increase st six percent a ywsr. Despite thase incresses,
the volume, per capita owtput, and quslity of Soviet textilss and
footwear (il remain far below those alvesdy achleved in the
e profuction of dureble oWusumer goods, especially household

. appliances, is scheduled for large perveutage incvesses. Hoever,
the level of cutput of most sush {tems is surrently so low that |
1965 preduction will et be at all fmpressive by U.S. standaxds.

In contrast to the plan for industry, wiere preapects for
meoting goals are excellant, the plan for agricultwre s wn-
m:lis%eu The goal, a’{emmtmmmawrwﬁx appesrs
msaihla of achievemsnt. The guick and eamy galos of the past,
made poscible by the extention of grain soveage ints the "new lands,”
asd by the covn progrem, have n0 cOusterparts in future agricultural
m* wmmwmsmmﬂw
actuslly realizes & 30 percent increase (in contrast to the planned |
70 pevesut) by 1965, he will be deing well. Furthermore, the
slover grovia of agricultural industrial evcps, such a3 cotton,
will necessarily limit the increess of manufsctured sdh goods.
the Soviet stendarf. af ving vill be the highest 1n the world by
1970, this iz sbaclute nansenge.

o ke B
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{Briefing A3a &)

1. What this chart does 1s t0 compeare per cspits svailsbilities
ot osxrtsin hey compovents of & conpunsr welfare index for the U.8.
and the USSR, The U.S. figures are actual 1950 svellabilitles;

2. Starting off with sloth of all types, inaluding wool,
cotton, ailk and ayatheties, you ean see st the Seviets plan %0
produss less than balf the 1958 per capits svailabilisfes in the U.5.

3. Moving on o shoes, the Soviet Figure here 1s 56 pervcent.
Housver, thle statistical comparicen faveew the Soviet Unien,
bessuse it oalts consideration of quality, and becsuse certal:
types produced fn quAntity in ine United Btates, such as vomen's

k. The mueh pdlicized moet goal, of squalling the U.S. by
1960«5) has paaged into history. The plan mow i 4o get o nearly

half of our 1958 level by 1955. (Het 35% ec the ohart shows).
figures, because asnual profiuction sdds oxily & mmmll percentage

to the Inventery. A Dar & PANSANg:
Sovicts axpect to ve allehtly over (o percent of ide U.8. per
sapita Jevel by 1965. Comparisg living space, or bousing, the
Seviet goal ia 18 percent of present U.S. svallable aven ou & Jer
capits basis. This will provide 7 to 7.5 square meterd per person
by 1955, vhick is below the Soviete ewn minimum health standsrd of

nine sguare mOeters per pPErBon.

Approved For Release 2001/08/ 45A000100100007-8




Approved For Release 2001/08/30 : CIA-RDP62500545A000100100007-8
C e

-2 -

It is elear that the Soviet Union still regerfs crmeustion
wﬁ.mms'm&mtatmm, Mnm&%nmmﬂmm@
grovth. Living standards are going to improve, but are net
mmmm&mmmmwwmﬁmm'
priority goale of Commmism,

So muh for the Seven Year Plam, and the Jrospects for |
silitery spending, industrial growth, sgricmulture sod congumer
welfave tuough 1065. I &0 not vish to lesve the Lipression that
the USSR $e & nation vithout groblems. However, vith the refoms
of manegerial incentives sbich hit directly at the cost of pro-
dugtion prodles, anf with the reduciion in the armed forees; whilch
freed up epdugh labor and Investment resources 0 lnsure the
suscasa of the ssven year plan, I balieve the key economic obstacles
potentially unstable situstion in the Buropesn Sstellites, frem
the wxtvemist bendencies and {deelogleal pretentious of Comsuiat
Chidra, and from the long-run evolutfonery possibilities within the
USER Ltaelf, that is, from ths aspiretions of its own pecple for
a%ﬁt&rlﬁanm&awﬁermﬂmm Portunately
for me, those matters are beyond my terms of reference

T would like to move along, by considering the possible long-
term implications of the economic tvends we have beex consifex

It is mtmt to renlize the ceriousnuss of the Soviet
challenge: 1t is equally imporisnt not o exaggerate thelr prospects
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Congress, meawwmmnmmw
W@mrmmmmmmnﬁmmm

gpecifically, he stated that,

"hfter the completion of the Seven Year Flas, ve will
probsbly need sbout five more years to cateh wp with snd
cutstrip the United States in fndustrial profuction. Thus
by that time (1$70), or pertaps even moemer, the Soviet
Unten vill elvance to first plsse in the world, both in the
absaluie volume of production snd xnm@@immﬁmﬁmﬁ
Firat of all, T would iike to stert with & jwjsction of

total produstion, or gress matimmal product, in the tve cowtries.
{Brtering M4 5}

1. You csn see that, measwed in constant dollars, the
m&wwm%mmm%mmmu
_Mﬁwmmﬁmwwlﬁﬁta%mtmw

2. Bused om present intelligence sstimmies, i% iz bvelieved
szrwmmmmwwwwmmﬁﬁ

3. Bewond the end of the present plamming period, projections
are, of couvse, more rieky. zme&ﬁmm that the {f.ﬁﬁm '
will grow a% 3.7 percent a year, vhich ds higher than our leng-
term rate, sod sgual to & guiie fevorsble past poriod of growih.
1&%-memmx%§ﬁmﬁsﬁéémﬁt

; but

& year, wvhich is below thelr best postewar grwth
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Wwwmmﬂaaﬁw:ﬂmﬁm&u&m

§. If these trends ere ressonably sccurate, Wi United States
will still commmnd & very large lesd by 1§70. Towaver, the decade
wmw&'nMWmemw with total Soviet
m&wmwmwmammwm

~ Tor the United States is not 80 favoreble. By 1980 Sevlet industrial

o | production will be sbout egual o ouwr oum, end oould weld excood

- U.8. output soderately. Its Mﬂﬁmwmﬁw goode soeuld
be aignificantly higher than ours, whlle its output of consumer

! gocds wﬂ.} be significuntly less.

| ALL of thess forecssts, of coures, sssume that nothing will
happen in the United States to sharply inerease our rete of growth,
snd that nothing will happen in the USSR to sharply decresse that
sountry’s econcmic progress. I conclude that the exnggers

| of our prospects in the sconcmic race.

‘ I tarn pow o the extersal aspects of Soviet scencelc growth,
o thwe guestion of its impect on undevdevelopod
rmmm

 he Commwnists believe ihat the wnderdeve

reprusent the Aehilles heel of the Wentern World. These wwm
heve ssswsd o mlu simllar to that of the proletariat {n early

Lions

opes sounivien
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natlons offer the greatsst opportunities for an sxtension of
Commuidma; 1t is e “Suty” of the USER ss the vazguerd of
revolution to lnvest sams of 1ts resswees in proacting this

The tactical shift in Suvist foreign policy to ald the newly
The party line turoed from the “ammd struggle” phuse of ths late
Mmta&mﬂ“mmammﬁ Az paxrt of the
| "pesceful coexistence” program, the Soviet Bloc begas & "srade

Woen the Comsmist economic offensive started, many Western
observers belittlsd Soviet capabllities to previde add to under-

reloped nations. These observers Lelieved that interusl Seviet

pulvesents for machinery aad equipsent, geverated by the pregrem
of forced &raft industrisliestios, would leave so ewrplus for

The judgment overlooked the fact that the Soviet Unlos hed
beosme & major industrial power in the world. By 1659, fis anmml
dollars a year. Furtier, industrial empuﬁ waz ineressing at an
sopnurl, rate of oearly 10 pﬁmﬂ,

It clearly follows that the Soviets possessed the industrisl
miscls 10 step 1p Comunist activities in the Free Wor2d by seonomis

PR -
1.0

o -
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meons; all thet was needed wms the politieal decision ta 4o so.
aamxmmmmzammﬁmm@
' to support an sid program of significant preportiomd. |
The ald progrem is net & large oue by United Sestes standerds.
| Patal eredit extansions bymmm%wﬁﬁmwa have
mwm@mmmm&amm xastarn
Ruropess nstions and Commuist Chine have sxtendsd an sdditional
ene Wlifon dollars worth of ald, mestly in the fore of credite.
The mein point is that of a1l Soviet eutlays fer nsd
M@’W «s Gafense,
a.ié izpoges far and away the gxallest

a) tuvestment; ete. -« fovelgn
dradn on resowroes. It could

ressed oubstantially if the Commmist leaderehip sow
politienily profitatle epportumities to do se. |
Eylsﬁﬁ; the Soviets could bave a forelgn «id pregran spual
1o ours vit&:z.a%n no mm strain on it econoay. It sesse

 inescapedle that the ecopomic ecmpetition will grow. This iz part
of what Khrughehev msant shen be $0ld ¥alter Lippesn, "

Up to this point in time, Soviet Eloc aid o g1 undardeve

countries of the Free World has Yeesn dwarfed by Western aid. Howver,
it is thm§mmm.mtmemm
{5 neavily concentrated in & few key targst eountriss.

T N T -

iadda i R
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In these countries, the Soviet progwam is either levgsr

mm 212 provided by the United States, or is sizeable encugh
' (Briefing A28 6)

| 1. ‘The bars in thix chart compare U.0. ald and Bloo aif

from 1954 %0 the first part of 1959 for selected coustrise.

2. You cau see that in Egypt, Syris, Ireq, Afghanistan,
Ceylon and Indonesis, the Bloc has put in far wove economic aid
than ve have. Although 2ot shown in the ohart, the sam is
true for Yemsn. |

3. o Burms, Indls, wed Nepal, while Bloc econcaic ald is
less than our own, it is nevert substantisl. This spplies
to Caxbodis as well.

| These countries have been willing to expand thelr economic
mmﬁwmmtmmmmermm, but &
basic explasation of the sucoess of the Soviet ald program les
in the fact that the underdeveloped countriss ave copital-starved.
 Meny lesders in these courtries, in fact, bave volced their
susplelons of Soviet imtenticns, but have defenfed
- of Koo apslistance on the ground that the great meed for additionsl
40 lesd thetr pesple ints the 50tk Century. Rightly or wrengly,
tisey are eonvinoed that indugtrislisstion 1s the true path to
egontsle belterment. '

The leaders of world Commanissm are alert Lo the

opportunlty

$00545A000100100007-8

whioh thi Igma. transforsation
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ioosl front orgaalsatiens, the Soviets praject the imege of the
Soviet system as the magle bluepelnt for achieving repld progress.
Ve should net mderestizate its abtrsction.

Approved For Release 2001/08/30 : CIA-RDP62S00545A000100100007-8

\



Approved For Release 2001/08/30 : CIA-

Tue Sevist policy of econmaic penetrstion fite Like o glove
inte thelr world-wids compelgn of subversion. There are am
6,500 Bloc techniclans in the Free Werld, sbout 1500 of stwm sve
helping o train militeary forces snd sbout 5,000 to bulld vardous
These techuicians &0 ngh engage in yropeganda or i subversive
sctivities. Together with the Commmist bullt plants, these
tectadeians do serve to estallishk & pemceful Soviet “presence;”
to lend credence to Soviet statements of disintevested help fn

Msanwhile, the Cepmmmnint prepaganda goes out Howough the
frout organizstions, directed overtly or covertly from Meseow.

One of these orgazmizations in Yodda is the Info~Soviet Cultural
Sogiety, Let's take & look at 1t.
(ariering 418 8)

1. You can see that this Indo~Soviel Cultural Sectety virtuslly

2. Bowaral of its brénches are loested in Madiys Pradesh
sarlier, comparing ¥.5. snd USSR industrial growth, is distriduted
by sush fraat ergenizatious.

b
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What you beve seen an this slide is only one Comminist front

erganizatios. But the Seviets and thelr Chinese Cousamist

allies ove srganized & wast zzm, of frouts, covering alwost
svory brench of humen enterprise. They include youth and student
W, Mz* and veterans ar@azmtm, yomen's groups, snd,
of course, the World Pesce Comncdil with it inmumerstle peace

Soviet m with the undardsveloped pations iz motiveted

 prismrily by its pelitleal Lspact on the aress conceru
| uitimste motivation iz t0 export Coum
& year ago Khrushchev stated,

e For exarple, sbout

"Another form of relations is that obtaining between
Soclalist cowstries and the econoedeally wierdevaloped
sountries. One may not of course Eiy thet in thic case thet

tng gevevally from the crmmercisl viewpoint, our

is even wmprefiteble for us. However, ald % the usder~
mtﬁmhm%&mm&mwmw
and genuing hamn solidarity.”

Transisting this from Compmnist jargon, the fwviet loader is
telling uws tiat he 1s preyered to mke & heevy lmvestment to bring
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that the Seviet Unton is spending, dirveetly or indirectly, bundreds
of miliione of dollare each yeor on these investeants i dlsorder.
. : i
wmmm?mwmmm, let xe repest

& few pointe.

1. The Sovie¥ lesdars view the fubure with confidence.

They believe their military strength, particularly thedr growing
IOBM capabilities, will hold the United States et bay vhile they
amke hay it non-military weys.

2. Fapld ecomemlc growth snd technical progresz within the
USSR oot only provide the industrial muscle to swport iis mbicoal
mm,meme&mww
in the cyss of the Fres World underdsveloped sountries.

3. The Soviet leadars prefess to belleve timt in ten years
tine, they will overtaks ihe United States, and their growing
eoonasy vill take over first place in the world. Wiile this time-
table mppesrs premature, the West vill be incressingly confronted
with the ohallenge of Saviet econowic power, wiieh will meke {tself
falit 1o a muxber of unplessant ways.
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